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On Ma y 30, 2006, S ilve rwe ll S e rvice  Compa ny ("S S C") d/b/a Wa tco, Inc. ("Compa ny" or

"App lica n t") file d  with  the  Arizona  Corpora tion  Commis s ion  ("Commis s ion") a n  a pp lica tion

reques ting Commiss ion approva l of a  financing applica tion.

On August 3 l , 2006, the  Company filed with the  Commiss ion an applica tion for a  pe rmanent

increase  in its  water ra tes and charges.

Notice  of the  finance  and ra te  applica tions  was  given by publica tion and by ma iling.

Additiona lly, on Augus t 31, 2006, S S C a nd the  Compa ny tile d with the  Commis s ion a n

a pplica tion  for the  a pprova l of the  s a le  of S S C's  a s s e ts  a nd  tra ns fe r of S S C's  Ce rtifica te  of

Convenience  and Necessity ("Certifica te") to the  Company. 1
24

25 l

26

27

28

1 See Decision No. 69391 (March 22, 2007) in which the Commission approved the application of SSC and the Company
for the sale of SSC's assets and transfer of its Certificate to the Company. This Decision describes the manner in which
Mr. Mark Grasp personally acquired the assets of SSC in 1996, continued utility operations and ultimately transferred the
assets to the Company, which is an Arizona corporation in good standing and is owned by Mr. Grapp. As a result of
Decision No. 69391, SSC's docket number of W-01979A was extinguished and the utility now operates under Docket
No. W-20475A which is assigned to the Company. Therefore, the docket number originally assigned to the Company in
its financing application of W-01979A-06-0357 was changed to W-20475A-06-0357 as it appears above,
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On S e pte mbe r 29, 2006, purs ua nt to  A.A.C. R14-2-103, the  Commis s ion 's  Utilitie s  Divis ion

("S ta ff") is s ue d a  notice  of ins uffic ie ncy to the  Compa ny.

On  No ve m b e r 1 3 ,  2 0 0 6 ,  th e  Co m p a n y file d  a  Mo tio n  to  Co n s o lid a te  ("Mo tio n ") its  ra te ,

fina nc ing , a nd  the  s a le  a nd  tra ns fe r p roc e e d ings . In  its  Mo tio n ,  th e  C o m p a n y a g re e d  to  th e

s us pe ns ion of the  time clock rule s  a pplica ble  to the  ra te  proce e ding to a llow s uffic ie nt time  for S ta ff
6

7

8

9

10

11
I

12

13

14

15

to e va lua te  the  va rious  a pplica tions .

On Nove mbe r 22, 2006, S ta ff file d its  re s pons e  to the  Compa ny's  Motion.

On Nove mbe r 30 , 2006, by P roce dura l Orde r, the  Commis s ion  cons olida te d  the  fina nc ing

a pplica tion a nd the  ra te  a pplica tion into one  proce e ding with the  time fra me  s us pe nde d. The  s a le  a nd

tra ns fe r proce e ding wa s  not cons olida te d a nd re s ulte d in De cis ion No. 69391 .

On April ll, 2007, a fte r the  Commis s ion is s ue d De cis ion No. 69391, S ta ff is s ue d a  notice  of

s ufficie ncy to the  Compa ny on the  ra te  a pplica tion a nd cla s s ifie d it a s  a  Cla s s  D utility.

On  S e p te m b e r 2 4 ,  2 0 0 7 ,  S ta ff file d  s e p a ra te  S ta ff R e p o rts  re c o m m e n d in g  th a t S ta ff' s

propos e d ra te s  a nd cha rge s  be  a pprove d a nd tha t the  Compa ny's  fina ncing a pplica tion be  a pprove d.

No comme nts  or obje ctions  we re  file d by the  Compa ny to S ta ff' s  re comme nda tions .
16

* * * * * * * * * *

17

18
Ha ving  c ons ide re d  the  e n tire  re c o rd  he re in  a nd  be ing  fu lly a dvis e d  in  the  p re mis e s ,  the

19
Commis s ion finds , conclude s , a nd orde rs  tha t:

20 F INDING S O F F AC T

21 P urs ua nt to a uthority gra nte d by the  Commis s ion, Applica nt is  a n Arizona  corpora tion

22 e nga ge d in the  bus ine s s  of providing wa te r s e rvice  to  a n a re a  a pproxima te ly s ix mile s  northe a s t of

23 S how Low in Na va jo County, Arizona .2

Applica nt's  pre s e nt ra te s  a nd cha rge s  for wa te r we re  a pprove d in De cis ion No. 6617524

25 (August 13, 2003).

26

27

28

2 The Company consists of two separate systems located in two adjacent sections of land, the Bourdon Ranch system with
approximately 29 customers and the Silver Lake system with approximately 258 customers. At present, the systems are
not interconnected, but if the financing application in this proceeding is approved, a portion of the funds will finance the
interconnection of the two systems.

2.

1.
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3. On May 30, 2006, the Company filed an application requesting financing approval of

$600,000 in long-term debt.

4. On August 31 , 2006, the Company filed an application requesting authority to increase

its rates and charges for water service.

5. Applicant provided notice to its customers of its application for a proposed rate

increase and its financing application by first class U.S. mail and by publication and, in response

thereto, two comments have been received by the Commission.

6. On November 30, 2006, by Procedural Order, the proceedings were consolidated and

the time frame was suspended.

7. On April ll, 2007, Staff tiled notice that the Company's rate application had met the

Commission's sufficiency requirements pursuant to A.A.C. R14-2-103 .

8. During the test year ended December 31, 2005 ("TY"), Applicant served 289 metered

customers who were all served by 5/8" x 3/4" meters.

9. Average and median water usage by residential users during the TY were 4,938 and

3,317 gallons per month, respectively.

10. Staff conducted an investigation of Applicant's proposed rates and charges for water

service and filed its Staff Report on the Company's rate application request on September 24, 2007,

recommending that Staff' s proposed rates and charges be approved. Staff also recommended that the

Company's service line and meter installation charges be adjusted and its other service charges be

modified consistent with Staffs recommendations. Staff further recommended approval of the

Company's financing application.

l l . The water rates and charges for Applicant at present, as proposed in the application,

and as recommended by the Staff are as follows:

Present
Rates

Proposed Rates
Company S ta ff

MONTHLY USAGE CHARGE:

23

24

25

26

27

28

5/8" x W' Meter
W Meter
1" Meter

1 W' Meter

s 14.55
22.00
40.00

74.00

SE 27.50
41.25
68.75

137.50

$ 22.00
33.26
60.48

111.89

3 DECIS ION NO. 7 0 0 5 5
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L

1 2" Me te r
3" Me te r
4" Me te r
6" Me te r

118.00
221.00
369.00
738.00

220.00
412.50
687.50

1,375.00

128.00
330.00
550.00

1,100.00

GALLONAGE CHARGES :
(per 1,000 ga llons)

0 to 3,000
3,001 to 10,000
Over 10,000
0 to 4,000
4,001 to 20,000
Over 20,000

N/ A
N/A
N/A

EE 2.25
2.50
3.00

N/A
N/A
N/ A

$ 3.75
4.00
4.50

$ 3.00
4.00
5.00
N/ A
N/ A
N/ A

2

3

4

5

6

7

8

9

10 Bulk Wate r Ra te  (pe r 1,000 Ga llons) N/A $ 6.50 $ 5.00

11

1 2

1 3

1 4

1 5

1 6

1 7

S ERVICE LINE AND METER INS TALLATION CHARGES '-
(Refundable  pursuant to A.A.C. R14-2-405)

Present
Rates

$  290 .00
320.00
370.00
545.00
750.00
980.00

1,820.00
3,920.00

5/8" x %" Me te r
SA" Meter
1" Me te r

1 W' Me te r
2" Me te r
3" Me te r
4 " Me te r
6" Me te r

Company
Proposed
s 0.00

320.00
370.00
545.00
750.00
980.00

1,820.00
3,920.00

Staff  Proposed
Services Meters

$ 0.00 s 0.00
220.00 100.00
245.00 125.00
275.00 270.00
300.00 450.00
340.00 640.00
600.00 1,220.00

1,060.00 2,860.00

Total
8 0.00

320.00
370.00
545.00
750.00
980.00

1,820.00
3,920.00

1 8

1 9 S ERVICE CHARGES:

20 $ $

21

22

23

25.00
40.00
25.00
60.00
50.00
45.00

*

25.00
40.00
25.00
37.50
35.00
45.00

*

24

25

26

S 25.00
40.00
25.00
N/A

35.00
*
*

**

20.00
1.50%
20.00
1.50%

***

M

30.00
18.00%

25.00
18.00%

***

* *

20.00
1.50%
20.00

1.50%
*vs*

27

Establis lmient
Es ta blishme nt (Afte r Hours )
Reconnection (De linquent)
Re conne ction (De linque nt-Afte r hours )
Me te r Te s t (If Corre ct)
Depos it
Deposit Inte res t
Rees tablishment (Within 12 Months )
NSF Check
Defe rred Payment (Pe r Month)
Me te r Re re a d (If Corre ct)
Late Fee
Fire  Sprinkle r Sys te m

28
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1

2

*

* *

3 ***

4

P e r Commiss ion rule  A.A.C. R-14-2-403(B).
Number of months  off sys tem times  the  monthly minimum pe r Commiss ion rule
A.A.c. R14-2-403(D).
1% of monthly minimum for a  comparable  s ized mete r connection, but no less  than
$5.00 pe r month. The  se rvice  cha rge  for fire  sprinkle rs  is  only applicable  for se rvice
lines  separa te  and dis tinct from the  primary wa te r se rvice  line .
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7
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1 0 13.

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

12. Pursua nt to the  S ta ff Re port, Applica nt's  fa ir va lue  ra te  ba se  ("FVRB") is  de te rmine d

to be  $136,280 which is  the  s a me  a s  its  origina l cos t ra te  ba se . The  Compa ny's  FVRB re fle cts  a n

$5,483 incre a s e  by S ta ff to  Applica nt's  propos e d FVRB due  in  la rge  pa rt to  a n a djus tme nt to

Applicant's  ca sh working capita l tota ling $8,159.

In the  S ta ff Re port, the  Applica nt is  de scribe d a s  one  of five  compa nie s  owne d a nd

ope ra te d by Mr. Gra pp from a n office  loca te d a t 340 N. 9th S tre e t in S how Low, Arizona . Four a re

Commiss ion regula ted public wa te r companie s  a s  follows : Wa tco, Inc., Ceda r Grove  Wa te r, Inc., A.

P e te rson Wa te r Compa ny, a nd Ve rnon Va lle y Wa te r, Inc. The  fifth compa ny, Ce da r Grove  Wa te r

Management Company, is  a  management entity. 3

14. S ta ff found tha t Mr. Grapp sha res  se rvices  to manage  and opera te  a ll five  companies .

Sha re d se rvice  e xpe nse s  a ccounte d for a pproxima te ly 70 pe rce nt of the  Compa ny's  TY e xpe nse s .

The  sha re d e xpe nse s  include , but a re  not limite d to the  following: e mploye e  sa la rie s , including Mr.

Gra pp's , tra ns porta tion, office  s pa ce , office  s upplie s , utilitie s , compute rs , compute r s oftwa re ,

te lephones, insurance, and other miscellaneous services.

15. S ta ff re vie we d the  a lloca tion me thodology us e d by Applica nt a nd found tha t the

Compa ny a lloca te s  s ome  e xpe ns e s  ba s e d on a  s ingle  fa ctor (i.e ., the  numbe r of cus tome rs  pe r

regula ted utility) and a lloca te s  othe r expense s  on a  50/50 split be tween Applicant and Ceda r Grove

Wa te r, Inc. S ince  the  prima ry goa l of cos t a lloca tion is  to pre ve nt or limit, a s  much a s  poss ible , a ny

cross -subs idiza tion of cus tome rs  from one  compa ny by cus tome rs  of a nothe r compa ny, the  s ingle

factor a lloca tion methodology tha t the  Company uses  is  inappropria te  because  it a lways  results  in the

utility compa ny with the  la rge s t numbe r of cus tome rs  (i.e ., Applica nt) pa ying the  la rge s t a mount of

27

28
3 Additionally, Mr. Graph owns a payroll company, Four Star Land Development that processes payroll for the four
regulated companies, but is not located at the same office as the other five companies. - - - -

5 DECIS ION NO. 70055
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the  a lloca te d cos t re ga rdle s s  of a ny dire ct ca us a l re la tions hip be twe e n the  num be r of cus tom e rs  a nd
1
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12

tha t cos t.

16. S ta ff note d tha t ine quitie s  re s ulte d in the  a re a s  of the  owne r's  s a la ry a lloca tion, re nta l

13

14

15

16

17

18

19

2 0

2 1

2 2

23

2 4

a lloca tion, the  insura nce  a lloca tion, tra nsporta tion a lloca tion a nd office  e xpe nse s .

17. S ta ff c it e d  p r in c ip le s conta ine d in  t h e  N a t io n a l As s oc ia tion o f R e g u la to ry

Com m is s ione rs  ("NARUC") G uide line  for Cos t Alloca tions  a nd  Affilia te  Tra ns a c tions  ("G CAAT").

18. Us ing NARUC's  GCAAT, S ta ff ide ntifie d  four re le va nt cos t drive rs  of the  Com pa ny's

s ha re d indire ct e xpe ns e s . The  e qua lly we ighte d  fa c tors  us e d  in  ca lcu la ting  the  ge ne ra l a lloca tion

pe rce n ta ge  a re  a s  fo llows : d ire c t la bor hours  o f e m ploye e s ,  d ire c t ope ra ting  e xpe ns e ,  num be r o f

cus tome rs , a nd ne t pla nt.

19. S ta ffs  c a lc u la t io n  o f th e  fo u r-fa c to r  g e n e ra l a llo c a t io n  p e rc e n ta g e  is  s h o wn  o n

S che dule  CS B-3 of the  S ta ff Re port.  S ta ff s ta te s  tha t th is  m e thodology produce s  a  m ore  e quita ble

a llo c a t io n  o f s h a re d  in d ire c t  e xp e n s e s  b e c a u s e  it  m o re  c lo s e ly fo llo ws  NAR UC 's  G C AAT o f

ide ntifying re le va nt cos t drive rs  a nd utiliz ing dire ct cos ts  which S ta ff utilize d to m a ke  a djus tm e nts  of

th e  C o m p a n y's  TY o p e ra tin g  e xp e n s e s . S ta ff re c o m m e n d e d  th a t  th e  C o m p a n y u s e  NAR UC 's

GCAAT in the  future  to de te rmine  the  Compa ny's  indire ct s ha re d e xpe ns e s .

20. S ta ff d e c re a s e d  Ap p lic a n t 's  TY o p e ra tin g  e xp e n s e s  b y $ 2 2 ,1 5 2  p rim a rily d u e  to

a djus tm e nts  ca us e d by a pplying NARUC's  GCAAT to  the  Com pa ny's  e xpe ns e  ite m s .  The  fo llowing

e xpe ns e s  we re  s ubs ta n tia lly re duce d  by S ta ff: s a la rie s  a nd  wa ge s  ($8 ,901),  o ffic e  s upp lie s  a nd

e xpe ns e s  ($1 ,269 ),  ou ts ide  s e rv ic e s  ($1 ,368 ),  re n ts  ($2 ,742 ),  tra ns po rta tion  e xpe ns e  ($1 ,921 ),

lia bility ins ura nce  ($1,603),  ta xe s  o the r tha n incom e  ($4,564),  a nd de pre c ia tion  e xpe ns e  ($1,384).

The se  de cre a se s  we re  some wha t offse t by a  S ta ff incre a se  to e xpe nse s  for wa te r te s ting ($1,599).4

21. Applica nt's  pre s e nt wa te r ra te s  a nd cha rge s  produce d a djus te d ope ra ting re ve nue s  of

$91,837 a nd a djus te d ope ra ting e xpe ns e s  of $89,689 which re s ulte d in  ope ra ting incom e  of $2,148

during the  TY or a n 1.58 pe rce nt ra te  of re turn on FVRB.5
25

2 6

2 7

28

4 Staff also made an adjustment to below the line expenses by increasing interest expenses by $37,201 to reflect the
interest expense on the $600,000 in long-term debt requested in Docket No. W-20475A-06-0-57.
5 This equates to a 2.34 percent operating margin.
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1

2

3

4

22. The  wate r ra tes  and charges  Applicant proposed would produce  opera ting revenues  of

$173,572 and adjus ted opera ting expenses  of $89,711 resulting in ne t ope ra ting income  of $83,861.

This  is  a  61.54 pe rce nt ra te  of re turn on FVRB. S ta ff note s  tha t the  Compa ny ha s  too sma ll a  ra te

base  to ea rn a  meaningful ra te  of re turn and while  the  Company's  ne t ope ra ting income  equa tes  to a

48.32 pe rce nt ope ra ting ma rgin, a  highe r ope ra ting income  is  re quire d to me e t wha t will be  a  high |

debt se rvice  requirement. I

23. The  wa te r ra te s  a nd cha rge s  propos e d by S ta ff would produce  a djus te d ope ra ting

revenues  of $141,873 and adjus ted opera ting expenses  of $89,711 resulting in ne t opera ting income

of $52,162 or a  38 .28  pe rce nt ra te  of re turn  on  FVRB. S ta ff note s  th is  ra te  of re turn  is  not

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

a ppropria te  if the  re que s te d loa n is  not a pprove d. S ta ffs  re ve nue  re quire me nt will a llow the

revenues  needed to mee t the  1.2 debt se rvice  cove rage  ("DSC") ra tio required to pay the  reques ted

debt in the  Company's  financing applica tion.6

24. Applica nt's  propos e d ra te  s che dule  would incre a s e  the  a ve ra ge  monthly cus tome r

wa te r bill by 78.6 pe rce nt, from $25.90 to $46.25, a nd the  me dia n monthly cus tome r wa te r bill by

81.5 percent, from $22.01 to $39.64.

25.

1 5

1 6

1 7

1 8

1 9

2 0

Staff s  recommended ra tes  would increase  the  average  monthly customer wate r bill by

49.6 pe rce nt, from $25.90 to $38.75, a nd the  me dia n monthly cus tome r wa te r bill by 46.6 pe rce nt,

from $22.01 to $32.27.

26. According to the  S ta ff Report, the  S ilve r Lake  sys tem had a  wa te r loss  of 14.5 pe rcent

in  2005. In  De cis ion No. 66175, Applica nt wa s  orde re d to  monitor its  S ilve r La ke  s ys te m a nd
2 1

2 2

annua lly report the  number of me te rs  replaced and the  annua l non-account wa te r a s  a  pe rcentage  of

wate r pumped for each month. The  firs t report was  due  April 15, 2004, and reporting was  to continue
23

24
Lentil the water loss is no less than 10 percent, but in no case continue less than three years.

27. The  S ta ff enginee r's  report, which is  a ttached to the  S ta ff Report, s ta ted tha t Decis ion

No. 68657 (April 12 , 2006), a pprove d a  re que s t for a n  e xte ns ion of Applica nt's  Ce rtifica te  of

Convenience  and Necess ity, and orde red tha t the  Company secure  financing for the  inte rconnection

25

26

27

28 6 This equates to a 36.77 percent operating margin.

7 DECIS ION NO. 70055



DOCKET no. W-20475A-06-0357 ET AL.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16
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19

2 0

2 1

2 2

of its  two s ys te m s . According  to  S ta ff's  e ng ine e r, the  Bourdon Ra nch s ys te m  with  its  we ll a nd

25,000 ga llons  of s tora ge  ca pa city ca n s e rve  up to 43 conne ctions  a nd only ha s  29 conne ctions  a nd

the  S ilve r La ke  s ys te m with its  we ll a nd 100,000 ga llons  of s tora ge  ca pa city ca n only s e rve  up to 242

conne ctions  due  to we ll lim ita tions , but if the  two s ys te ms  a re  inte rconne cte d, the  combine d wa te r

production and s torage  will mee t current exis ting cus tomers ' needs  and s upport rea s onable  growth a s

we ll.

23

24

28. According to S ta ff, the  Compa ny is  in complia nce  with the  Commis s ion's  rule s  a nd is

current in the  payment of its  s a les  and property taxes .

29. The  Com pa ny ha s  a  we ll for e a ch s ys te m  a nd e a ch p roduce s  wa te r which is  we ll

b e low the  ne w m a xim um  s ta nda rd a llowe d for a rs e nic . According  to  docum e nta tion  from  the

Arizona  De p a rtm e nt of Environm e nta l Qua lity ("ADEQ"), the  we lls  a re  de live ring  wa te r which

mee ts  the  requirements  of the  Sa fe  Drinking Wate r Act.

30. The  Compa ny ha d its  Curta ilme nt Ta riff a pprove d by the  Commis s ion in 2002 a nd its

Ba ckflow P re ve ntion Ta riff in 2003 .

31. With its  fina ncing  a pp lica tion, the  Com pa ny is  re que s ting  Com m is s ion a pprova l of

long -te rm  de b t in  the  a m ount o f $600 ,000  with  a  loa n  from  the  W a te r In fra s truc tu re  F ina nc e

Authority ("WIFA") to fund ne e de d s ys te m improve me nts .

32. S ta ff conducte d a n inve s tiga tion of App lica nt's  p ropos e d long -te rm  fina nc ing  a nd

filed its  S ta ff Report on the  Company's  financing applica tion reques t on September 24, 2007.

33. According to the  S ta ff Re port, the  Compa ny is  re que s ting the  Commis s ion's  a pprova l

to  b o rrow $600 ,000  from  W IF A to  fund  the  firs t p ha s e  o f s ys te m  im p rove m e n ts  a nd  s ys te m

re lia b ility in  th e  fo llo win g  m a n n e r: b y p a rtia lly fu n d in g  a  5 0 0 ,0 0 0  g a llo n  s to ra g e  ta n k,  b y

cons tructing a n inte rconne ction be twe e n the  Compa ny's  S ilve r La ke  a nd Bourdon Ra nch s ys te ms  s o

tha t wa te r from  the  Com pa ny's  two s ys te m s  ca n be  be tte r utilize d to s e rvice  cus tom e rs , a nd by

continuing to re pla ce  old me te rs  on its  s ys te ms . The  WIFA loa n will be  s upple me nte d with Compa ny

funds  to cover the  tota l e s timated cos ts  of Phase  I improvements  es timated to be  $876,590.

25

26

27

28
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

34. A second phase  of improvements  is  planned for the  future  to upgrade  dis tribution lines

and to add fire  hydrants  with adequa te  fire  flow in the  se rvice  a rea .

35. S ta ff s ta te s  tha t the  Company indica te s  the  proposed debt will be  secured by gene ra l

revenue  with increased ra tes .

36. The  proposed long-te rm financing will be  repa id over 20 years  a t 6.30 percent inte res t.

37. Based on a  projected inte re s t ra te  of 6.30 pe rcent, S ta ff projects  monthly payments  of

approxima te ly $4,400 pe r month, which can be  readily pa id from the  Company's  ca sh flow based on

Staff's  proposed ra tes .

38. According to S ta ff, if S ta ff" s  proposed ra te s  a re  approved, the  Company's  ca sh flow

will provide  Applica nt with a  Time s  Inte re s t Ea rne d Ra tio ("TIER") of l .40 a nd DS C of 1.29. This  is

sufficient cash flow to support the  Company's  tota l debt request.

39. S ta ff s ta te s  tha t a  TIER grea te r than 1.0 means  tha t ope ra ting income  is  grea te r than

15

16

17

18

19

20

interest expense.

40. S ta ff s ta tes  tha t a  DSC grea te r than 1.0 or more  indica tes  sufficient cash to cover debt

obliga tions .

41. Ba s e d on the  S ta ff Re port, the  Compa ny's  DS C re pre s e nts  the  numbe r of time s

inte rna lly genera ted cash will cover required principa l and inte res t payments  on long-tenn debt.

42. According to the  S ta ff Re port, the  TIER re pre se nts  the  numbe r of time s  e a rnings  will

cove r inte re s t e xpe nse  on long-te rm de bt. A TIER le s s  tha n 1.0 is  not sus ta ina ble  in the  long te rm,

but does  not necessarily mean tha t debt obliga tions cannot be  met in the  short te rn.

43. S ta ff found the  three  cons truction projects  proposed for the  Company's  sys tem to be

reasonable  and necessary. S ta ff is  re comme nding a pprova l of the  Compa ny's  a pplica tion for the

is s ua nce  of de bt in the  a mount of $600,000 s ubje ct to the  te rms  a nd conditions  de s cribe d in the

applica tion.

44.

21

22

23

24

25

26

27

28

Sta ff is  additiona lly recommending tha t the  Commiss ion orde r the  following:

tha t Applicant notify its  cus tomers  of the  approved wa te r ra te s  and cha rges  and the ir
e ffe ctive  da te  by me a ns  of a n inse rt in the  monthly billing which pre ce de s  the  month
in which they become  e ffective  and file  a  copy of the  notice  sent to its  cus tomers  with
the  Commiss ion's  Docke t Control a s  a  compliance  item in this  docke t, _
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•1

2

3

4

•

•

5

6

7

8

9

10

11

12

•

13
•

14

•

•

15

16

17

18

19

20

•

•

21

tha t Applica nt file , within 30 da ys  of the  e ffe ctive  da te  of this  De cis ion, a s  a
compliance item in this  docket, with the Commiss ion's  Docket Control, a  copy of the
schedule of its approved rates and charges,

tha t the  Company mainta in its  books  and records  in accordance  with the  NARUC
Uniform Sys tem of Accounts  ("USOA"),

tha t the  Company adopt and utilize  NARUC's  GCAAT as  described in Findings  of
Fact No. 17 above to determine the Company's indirect shared expenses,

that the  Company continue to monitor its  sys tem and, in compliance with Decis ion
No. 66175 dated August 13, 2003, annually report to the Commiss ion the number of
meters  replaced and the water loss  data including quantity of water pumped, gallons
sold and water loss  percentage for each month. The company shall file its  firs t report
with Docket Control, as  a  compliance  item in this  docket, within s ix months  of the
effective  da te  of the  Decis ion in this  case , and should reduce  its  water los s  to 10
percent or less by December 3 l , 2009,

tha t be fore  the  authorized ra tes  become e ffective , the  Company file  with Docke t
Control, a s  a  compliance  item in this  docke t, a  copy of the  ADEQ Certifica te  of
Approval to Construct ("ATC") or a letter from ADEQ that an ATC is  not required for
the interconnection line. In addition, Staff recommends that the Company submit the
ADEQ Approval of Construction for the interconnection project by June l, 2008 ,

tha t long-te rm debt not to exceed $600,000 obta ined from WIFA be  authorized
provided that the authorized rates are comparable to those recommended by Staff and
projected to produce a DSC of at least 1.29,

that the Company engage in any transactions and execute any documents to effectuate
the authorizations requested with the application,

tha t the  Company tile , within 60 days  of execution, with the  Commiss ion's  Docket
Control, as  a compliance item in this  docket, copies  of all notes  and other documents
related to the transaction,

tha t the  Compa ny a dopt the  de pre cia tion ra te s  de line a te d in Exhibit 3 of the
Engineering Report attached to the Staff Report on a going forward basis, and

that Applicant, in addition to the  collection of its  regular ra tes  and charges , collect
from its  cus tomers  the ir proportiona te  share  of any privilege , s a les , or use  tax as
provided for in A.A.C. R14-2-409(D).

22
45. Because  an a llowance for the  property tax expense  of Applicant is  included in the

23

24

25

26

27

Company's rates and will be collected from its customers, the Commission seeks assurances from the

Company that any taxes  collected from ra tepayers  have  been remitted to the  appropria te  taxing

authority. It has  come to the Commiss ion's  attention that a number of water companies  have been

unwilling or unable  to fulfill the ir obliga tion to pay the  taxes  tha t were  collected from ra tepayers ,

some for as  many as  twenty years . It is  reasonable, therefore, that as  a  preventive measure the
28
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Compa ny s ha ll a nnua lly file ,  a s  pa rt of its  a nnua l re port,  a n a ffida vit with  the  Utilitie s  Divis ion

a tte s ting tha t the  company is  current in paying its  property taxes  in Arizona .

46. O n  O c to b e r  3 1 ,  2 0 0 7 ,  th e  C o m p a n y file d  a  c o p y o f ADE Q ' s  ATC  fo r  th e

inte rconne ction of its  Bourdon Ra nch a nd S ilve r La ke  s ys te ms  a s  re comme nde d a bove  by S ta ff.

Accordingly, this compliance item has been met and is no longer required.

47. Under the circumstances, after our review of the applications and the Staff Reports, we

believe Staffs proposed rates are reasonable and should be adopted. We a lso believe  tha t the

Company's financing application should be approved in an amount not to exceed $600,000, and that

the remainder of Staff' s recommendations as stated above should be adopted.

CONCLUSIONS OF LAW

1

2

3

4

5

6

7

8

9

10

11

12

13

14
15 applica tions .

16 3. Notice  of the  applica tions  was  provided in the  manner pres cribed by law.

17 4. Under the  circumstances  discussed here in, the  ra tes  and charges  proposed by Staff and

18 authorized here inafter are  jus t and reasonable .

19 5. The  propos e d long-te rm fina ncing is  for la wful purpos e s  within Applica nt's  corpora te

20 P owe rs ,  is  compa tib le  with  the  public  in te re s t,  with  s ound fina nc ia l pra c tice s  a nd the  prope r

21 pe rforma nce  by Applica nt of s e rvice  a s  a  public s e rvice  corpora tion, a nd will not impa ir Applica nt's

22 a bility to pe rform tha t s e rvice .

23 6. The  fina nc ing a pplica tion a pprove d he re ina fte r is  for the  purpos e s  s ta te d in  the

24 applica tion and is  rea s onably neces s a ry for thos e  purpos es , and s uch purpos es  a re  not, wholly or in

25 part, reasonably chargeable  to opera ting expenses  or to income.

26 7. S ta ffs  re comme nda tions , a s  s e t forth in Findings  of Fa ct No. 44, a re  re a s ona ble  a nd

27 should be  adopted.

28 . . .

Applicant is  a  public se rvice  corpora tion within the  meaning of Article  XV of the

2. The  Commiss ion has  jurisdiction over Applicant and of the  subject matte r of the
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ORDER1

2 IT IS  THEREFORE ORDERED tha t the  Wa tco, Inc . is  he re by dire c te d to tile , with Docke t

3 Control, a s  a  complia nce  ite m in this  docke t, on or be fore  De ce mbe r 2007, revis ed ra te  s chedules1,

MONTHLY US AGE CHARGE:

5/8" x %" Me te r
y," Me te r
1" Me te r

1 W' Mete r
2" Me te r
3" Me te r
4" Me te r
6" Me te r

S 22.00
33.26
60.48

111.89
128.00
330.00
550.00

1,100.00

GALLONAGE CHARGES:
(per 1,000 Gallons)

0 to 3,000
3,001 to 10,000
Over 10,000

S 3.00
4.00
5.00

Bulk Wate r Ra te  (pe r 1,000 Ga llons) $ 5.00

S ERVICE LINE AND METER INS TALLATIUN CHARGES :
(Refundable  pursuant to A.A.C. R14-2-405)

Services
$ 0.00

220.00
245.00
275.00
300.00
340.00
600.00

1,060.00

5/8" X %" Me te r
W Me te r
1" Me te r

1 W' Me te r
2" Me te r
3" Me te r
4" Me te r
6" Me te r

$
Me te rs

0.00
100.00
125.00
270.00
450.00
640.00

1,220.00
2,860.00

$
Total
0.00

320.00
370.00
545.00
750.00
980.00

1,820.00
3,920.00

S ERVICE CHARGES :

4 se tting forth the  following ra tes  and charges :

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Establishment
Es ta blishme nt (Afte r Hours )
Reconnection (De linquent)
Re conne ction (De linque nt-Afte r hours )
Me te r Te s t (If Corre ct)
De pos it

S 25.00
40.00
25.00
37.50
35.00
45.00
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De pos it Inte re s t
Re e s ta blis hm e nt (Within 12 Months )
NS F  Che ck
De fe rre d P a ym e nt (P e r Month)
Me te r Re re a d (If Corre ct)
La te  Fe e
Fire  S prinkle rs

*
**

20.00
1.50%
20.00

1.50%
m*

m *

Pe r Commiss ion rule  A.A.C. R-14-2-403(B).
Number of months  off sys tem times  the  monthly minimum pe r Commiss ion rule
A.A.C. R14-2-403(D).
1% of monthly minimum for a  comparable  s ized mete r connection, but no less  than
$5.00 pe r month. The  se rvice  cha rge  for fire  sprinkle rs  is  only applicable  for se rvice
lines  separa te  and dis tinct from the  primary wa te r se rvice  line .

1

2

3

4

5

6

7

8

9

10 1, 2008, for a ll wa te r s e rvice .

11 IT IS  F URTHER O RDERED tha t the  Wa tco ,  Inc .  s ha ll no tify its  cus tom e rs  of the  ra te s  a nd

12 cha rge s  a u thorize d  he re ina bove  a nd  the  e ffe c tive  da te  o f s a m e  by m e a ns  o f a n  ins e rt,  in  a  fo rm

13 a cce pta ble  to  S ta ff,  in  the  ne xt re gula r m onthly billing a nd file  a  copy of the  notice  whe n s e nt to  its

14 cus tome rs  with the  Commis s ion's  Docke t Control a s  a  complia nce  ite m in this  docke t.

IT IS F U R T H E R  O R D E R E D tha t Wa tco, In c . s ha ll c o m p ly with e a ch o f  t h e

IT IS  FURTHER ORDERED tha t the  a bove  ra te s  a nd cha rge s  s ha ll be  e ffe ctive  on De ce mbe r

15

16

17

18

19

20

re comme nda tions  a ppe a ring in Findings  of Fa ct No. 44.

IT IS  F URTHER O RDERED tha t Wa tco ,  Inc .  m a in ta in  its  books  a nd  re cords  in  com plia nce

with  the  NARUC US O A.

21

22

23

24

IT IS  FURTHER ORDERED tha t Watco, Inc. be , and the  same  he reby is , authorized to is sue

long-te nn de bt in a n a mount not to e xce e d $600,000 for a  te rm of 20 ye a rs  a t no gre a te r ra te  of

interest than 6.30 percent per annum.

IT IS  FURTHER ORDERED tha t Wa tco , Inc .  is  he re by a u tho rize d  to  e nga ge  in  a ny

tra ns a ctions  a nd to e xe cute  a ny docume nts  ne ce s s a ry to e ffe ctua te  the  a uthoriza tion gra nte d

he re ina bove  a nd tile , within 60 da ys  of the  close  of the  tra nsa ction, with the  Commiss ion's  Docke t

Control, a s  a  compliance  item in this  docke t, copies  of a ll executed loan documents  ce rtifying tha t the

transactions have been completed.

25

26

27

28
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1

3

4

5

6

7

IT IS  FURTHER ORDERED tha t such a uthority sha ll be  e xpre s s ly continge nt upon Wa tco,

2 Inc. using the  proceeds for the  purposes  se t forth in the  applica tion.

IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing s e t forth he re ina bove  doe s  not

cons titute  or imply a pprova l or disa pprova l by the  Commiss ion of a ny pa rticula r e xpe nditure  of the

proceeds derived thereby for purposes of establishing just and reasonable  ra tes.

IT IS  FURTHER ORDERED tha t Wa tco, Inc., in a ddition to the  colle ction of its  re gula r ra te s

and cha rges , sha ll collect from its  cus tomers  the ir proportiona te  sha re  of any privilege , sa le s , or use

ta x a s  provide d for in A.A.C. R14-2-409(D).8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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IN WITNESS WHEREOF, I, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Commission to be fixed at the Capitol, in the City of Phoenix,
this 4/"'*day of in Q/>, , 2007.

/'w
' /  r

/
/

E s. MILL 4
EXECUTIVE DIRECTOR

DISSENT

DIS S ENT
MEs:db
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y

1 IT IS  FURTHER ORDERED tha t Wa tco, Inc. s ha ll a nnua lly file  a s  pa rt of its  a nnua l re port,

2 a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t the  Compa ny is  curre nt in pa ying its  prope rty

3 ta xe s  in  Arizona .

4 IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

5 BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION.

6 I%%%~&997 /

9

6

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

22

23

24

25

2 6

27

28
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1

1 S ERVICE LIS T FOR:

2 DOCKET NOS .:

WATCO, INC.

W-20475A-06-0357 and W-20475A-06-0550

3

4

5

6

Ma rk Gra ph
WATCO, INC.
p. o. Box 1270
S how Low, AZ 85902

7

8

9

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 Wes t Was hington S tree t
P hoe nix, AZ 85007

10

11

Ernes t G. J ohns on, Director
Utilitie s  Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 Wes t Was hington S tree t
P hoe nix, AZ 85007

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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